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THE BROKER IN FIRE INSURANCE. 


His Functions and Relations to Company and Property Owners. — The Attitude of the 
Agent toward the Broker. 


BY WILLIAM R. GRAY. 


The broker and his relation to 
the business of fire insurance is at 
present receiving much attention 
from the local underwriting organi- 
zations, as well as from the Na- 
tional Association of Fire Insurance 
Agents, and it is a question of suf- 
ficient importance to justify its care- 
ful consideration on the part of all 
concerned. 

Thus far it would appear that 
the local agent has devoted much 
time and energy to the discussion 
of this question with himself, and 
has convinced himself that his in- 
terests are the ones chiefly at stake, 
although occasional references to 
the insurance companies, the broker 
and, most rarely, to the property 
owner, warrant the inference that 
each of these classes may have some 
minor interests involved. 


It is a fair assumption that the 
property owners — whose money 
paid for premiums alone makes 
possible the occupation of the agent 
and the broker, as well as the very 


existence of the insurance compa- 
nies; who, as a matter of fact, are 
the sole owners of insurance com- 
panies, and have a habit of retiring 
existing companies or organizing 
new ones, when satisfied that either 
action is necessary for their own 
proper protection — have an actual, 
vital interest in this question, and 
should be given a fair hearing, be- 
fore a majority of those desiring 
their patronage undertake to decide 
for them how, and with whom, they 
shall be permitted to establish busi- 
ness relations. 


Fortunately for the interests of 
those most active in the effort to 
eliminate the broker, the owner 
himself is not in a position to have 
known very much of this attempt 
to dictate to him as to whom he 
shall entrust with his business af- 
fairs, and therefore nothing has thus 
far been heard from him directly. 
He is, however, so clearly the chief 
party in interest in this issue that 
it seems only proper that some state- 
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ment of this kind should be made 
by one holding the relations to him 
which necessarily exist between 
himself and his trusted broker, in 
order to place before the parties to 
this discussion the difficulties and 
dangers toward which all this tends. 


THE AGENT AND THE PROPERTY 


OWNER. 


When the owner seeks the agent 
and tenders his patronage, it is 
clearly proper for the agent to 
decide the terms and conditions on 
which he will accept the business ; 
but when the agent, in his indi- 
vidual capacity, solicits the favor 
of the owner’s patronage, it seems 
hardly in line with good business 
judgment or good taste for him, in 
his collective capacity as a member 
of an association, to dictate to the 
owner the channel through which 
this desired favor must be given. 

The business transactions of most 
owners require the services of banks, 
attorneys, and even of brokers other 
than insurance brokers. What 
would be the sentiment of the 
owner individually, or of the busi- 
ness community at large, if the 
bankers, the attorneys, or the mer- 
chandise, real estate, or note 
brokers should meet in convention 
and seek to determine by ‘“‘re- 
solves’’ with whom any particular 
owner should be permitted to trans- 
act his business? Are the fire 
insurance agents prepared to ac- 
knowledge that their business is 
either so far below, or so far above, 
other recognized branches as to 
enable them to properly disregard 
the well defined rules and ethics so 
uniformly applied to business affairs 
in general? 

Several labor organizations have, 


by vote of the majority, made rules 
preventing any member doing more 
work or receiving higher wages 
than is done by, or paid to, any 
other member. The admitted reason 
is that the members of the majority 
recognize their inability to do as 
much work, or as good work as can 
be done by the members of the minor- 
ity. This removes all incentive 
for any one to better his position by 
qualifying himself for better work, 
and serves to reduce all to the level 
of the least competent. Does the 
National Association of Fire Insur- 
ance Agents believe it either wise 
or befitting their character as indi- 
viduals or business men to follow 
this example? 

The very great majority of insur- 
ance agents are men of ability, 
character and untiring energy. The 
occupation is one demanding these 
qualities, and those not possessing 
them soon disappear. It is also 
true that the very great majority of 
agents are so situated as to abso- 
lutely prevent their having either 
the amount or variety of experience 
which enables them to give, either 
to their patrons or the companies 
they represent, the amount, kind, 
or quality of service which both 
patrons and companies expect to 
receive from an experienced broker. 
This does not in any manner indi- 
cate that the latter are naturally 
better or abler men, but is wholly 
the necessary result of their larger 
opportunities and different environ- 
ment. 

Does this situation justify, from 
the owner’s point of view, ‘an at- 
tempt on the part of the majority of 
the agents to dictate to him whose 
services he may or may not employ, 
or even to say to the“owner that the 
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man of his choice can only tran- 
sact the business on condition that 
he shall surrender an unusual or 
undue proportion of his proper 
compensation ? 


POSITION OF THE BROKER. 


The property owner, particularly 
the owner of large properties, exists, 
as a rule, only because he is a man 
of good business judgment, follow- 
ing well considered and sound busi- 
ness principles, and he applies this 
judgment and these methods in the 
selection of his insurance broker or 
agent, with as much regard to relia- 
bility, experience, expert knowl- 
edge and ability as he shows in the 
selection of his bankers or his coun- 
sel. Is not such action clearly 
within his right? Would not less 
caution be wholly out of harmony 
with the business wisdom which in 
other matters had made him a man 
of property ? 

The views as to the interests of 
the property owner, held by those 
most anxious to eliminate the 
broker, are fully stated in the fol- 
lowing extracts from the report of 
the chairman of the executive com- 
mittee of the National Association 
of Fire Insurance Agents, as made 
at its annual meeting in Milwaukee 
Aug. 30 to Sept. 1, 1900: 
= . + . his (the broker’s) removal 
would carry with him a horde of small 
companies that thrive through his influ- 
ence, and which are mainly instrumental 
in aiding him to gain control of business 
and enforce the conditions upon which the 
business is assured.’’ Also, 

‘‘Why the companies should continue to 
recognize this middleman, when they all 
admit that he is responsible for much of 
the rate reduction and broad and liberal 
conditions forced upon them, .. . is 
hard to understand.”’ 


Whether or not these several 
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statements are true is a. question 
about which there are differing and 
emphatic opinions, but the chief 
point of interest to the property 
owner is the frankly expressed ‘be- 
lief of this earnest advocate for the 
‘‘removal of the broker’’ that all 
these do result from his action and 
influence, and they would neces- 
sarily be ‘‘ removed’’ with him, and 
the further natural inference — this 
removal would result in greatly im- 
proved conditions. Improved con- 
ditions for whom? Surely not the 
property owner ! 

The business needs of the owners 
whose property is located within 
the territory covered by the opera- 
tions of the majority of the agents 
who attend the meetings of the 
Association would be fully met by 
materially less insurance capital 
than is now seeking their favor, but 
the owners of property located in 
the large cities of the country real- 
ize that the total amount of insur- 
ance capital owned or represented 
in the United States is totally and 
sadly inadequate for their protec- 
tion. It is not presumed that they 
will welcome any movement which 
its promoters frankly say will, in 
their judgment, remove a horde of 
small companies, thus still further 
reducing their protection, which is 
already far too small; neither will 
it increase their enthusiasm to be 
told that another result of this 
movement would be to increase 
rates, even when, they propose to 
‘‘throw in’”’ less desirable forms of 
policy contract ! 


Does not the average agent know 
full well that, instead of the broker 
being a ‘‘ barnacle upon the busi- 
ness,’’ he is, in the fullest sense of 
the word, a most useful and helpful 
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factor, and that his expert knowl- 
edge and experience is welcomed 
alike by the owner and the com- 
panies? The agent who denies this 
knowledge, by his denial merely 
admits the exceedingly limited 
range of his experience, which fact, 
in itself, explains why he is not 
entrusted with the control of busi- 
ness which requires the most expert 
care and ability. 

THE 


UTILITY OF BROKER. 


What owner or, for that matter, 
what insurance company would go 
back to the forms of policy or the 
general methods in 
fifty any more 
ingly than they would go back to 
the stage coach or the tallow dip? 
If, then, the present business meth- 
ods and the forms of policy contract 
are more acceptable to all parties 
in interest, is not that an evidence 
that the change has been a good 
one? If it is a good change, by 
whom was it brought about? Not 
by the owner through his own direct 
act, nor by the companies at their 
local 


use 
will- 


business 


years ago 


own initiative, nor by the 
agent who is not also a broker; not 
by any or all of these, but mainly 
by the agent-broker, or the broker 
pure and simple, whose relation to 
both owners and companies, or to 
owners only, enables him to secure 
such changes in both forms of con- 
tract and methods as are clearly 
desirable, having due regard to the 
rights of all parties in interest. 
How many purely local agents can 
truthfully say they have never found 
conditions in broker’s forms of pol- 
icy of which they have made imme- 
diate use to the advantage of their 
customers, and without any criti- 
cism on the part of their companies ? 


It is not unusual for the officers 
of reputable insurance companies 
to express their gratification when 
experienced brokers secure control 
of important lines of business, be- 
cause it assures proper - business 
care and attention in place of meth- 
ods previously followed. It seems, 
therefore, that the broker is almost 
equally important and welcome to 
both owners and companies, and 
that the.chief objection to him 
seems to come mainly from the 
ranks of those local agents whose 


_situation results in their being, to 


some extent, the necessary sufferers 
from the brokerage system, without, 
at the same time, affording them 
either the experience or the oppor- 
tunity necessary to enable them to 
secure reprisals by gaining a bro- 
kerage business of their own. 

The arguments of President 
Woodworth are in line with his 
well-known spirit of broad-minded 
fairness, and it is much to be re- 
gretted that his moderate 
views did not prevail. His ques- 
tion ‘‘Are not the evils suffered 
from this source the abuse of the 
system rather than its legitimate 
operation ?’’ and his statement that 
‘‘TIf demanded by business condi- 
tions, no action of ours would 
destroy it. If it is a parasite, it 
will languish and die if deprived of 
its illegitimate sustenance,’’ are 
well worth more serious considera- 
tion than the committee or the 
convention appear to have given 
them. 


more 


THE EVIL AND THE REMEDY. 

This last statement of President 
Woodworth seems to point clearly 
to both the evil and its remedy. 

There are at least three classes of 
brokers : 
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First (in point of number). 
Those who entered upon this occu- 
pation as a last resort, and after 
more or less disastrous failures in 
other avocations.. They may be 
(and often are) men of good char- 
acter, but with absolutely no knowl- 
edge of the business of insurance, 
and with only such business at 
their disposal as may be given them 
by friends or acquaintances as a 
means of helping them to a living. 
A small percentage of this class 
gather enough business to enable 
them to both live and pay their 
premiums, and become within their 
own limitations a respectable, re- 
sponsible and helpful factor in the 
business. The large majority do 
not. This class does not include 
any who seem to be under consider- 
ation in this discussion. 

SEeconp. The class of agent- 
brokers, including all those who 
are not only regularly appointed 
agents of insurance companies, but 
have also been given charge of 
business of sufficient magnitude to 
compel them to place a part of it 
with agents of other companies ; 
and 

THIRD. 
kers only. 

The first and third classes are 
almost wholly confined to the larger 
cities, the first being very numer- 
ous, and the third embracing but'a 
very limited number by comparison. 
Probably every one but them- 
selves would agree that the first 
class could, as a whole, be dropped 
from the ranks with no serious in- 
jury to any one but themselves, 
although so broad a statement 
would do a serious injustice to 
those individuals of that class who 
have well earned and richly de- 


The class who are bro- 
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served a creditable position in the 
business, but many of the class 
secure either business or credit 
only at the final expense of those 
giving them either one or the other, 
and are of no actual benefit to any- 
one but themselves. 

But the force of this agitation is 
directed mainly against classes two 
and three, as noted above, and it 
seems probable that this is chiefly, 
if not wholly, due to the improper 
practices of only a small minority 
of either class. 

It is an open secret that some 
brokers and agent-brokers secure 
control of some portion of their busi- 
ness by methods which would not 
bear investigation, and are in direct 
violation of the most serious obliga- 
tions which they have voluntarily 
entered into for the conduct of the 
business on proper principles. 

It does not seem either necessary 


or proper, however, to denounce a 
branch of business, nor attack all 
of the men engaged in it, simply 
because some men are guilty of 


wrongdoing. If these same men 
were engaged in any other busi- 
ness, they would still find means 
for wrongdoing, and their reputa- 
tions would. be equally as unsavory 
as now. 

Under these conditions, would it 
not be a wiser, more efficient, and 
generally more business-like move- 
ment if all others in the business 
should undertake: 

First. To show to the people 
whose business is done by these 
parties that they hold their own 
good character, business honor, and 
solemn obligations so cheaply as to 
forfeit them all‘ for the small 
amount of money to be gained by 
such action, therefore standing self- 
confessed as totally unworthy to be 
trusted with business affairs of seri- 
ous importance. 

SEconp. To refuse to do any 
business with or for men who are 
known to secure their business in 
whole or in part by such practices. 





COMPENSATION TO LIFE INSURANCE AGENTS. 


Reforms Necessary to Increase the Efficiency of the Agency Forces. 


By F. A. C. HI. 


The compensation of the life agent 
on a commission basis during the 
past forty or fifty years has had a 
wide latitude in its fluctuations. 
Notwithstanding this fact, at no 
time can it be said that the agent 
has not been adequately recom- 
pensed for his services. The funda- 
mental principle of the old commis- 
sion contract during the earlier 
period of life insurance in this coun- 
try was a very low first year’s com- 
mission. Added to this was a con- 
tinuous or perpetual renewal, which 
was undoubtedly a model method 
of compensation. 

In the tremendous strife for new 
business during the past twenty 
years, newer methods of compensa- 
tion were put in vogue, for the pur- 
pose of stimulating the agents to 
renewed and more heroic effort in 
securing new business. In many 
instances, first year’s commissions 
were about doubled, and the renewal 
commissions limited— in some cases 
—toatermofyears. In addition to 
the extra incentive of these high first 
year’s commissions were added large 
cash bonuses for given amounts of 
business secured within a specified 
time. 

This advanced method of com- 
pensating the life agent produced a 
tremendous volume of new busi- 
ness, exactly what it was meant to 
produce; but also brought with it 
many attending evils, the most 
glaring of which was an excessive 
cost on new business, an excessive 
lapse rate, rebating, and an un- 


wholesome traffic by the companies 
in each other’s agents. These evils 
were so far-reaching in their results 
that something in the way of a rad- 
ical change was deemed imperative. 
For years all the insurance journals, 
the underwriters’ associations, the 
officers of the companies and the 
agents talked of and discussed in 
all its phases the evils of rebating. 
Many of the companies formed a 
compact to discharge any agent 
caught rebating, and appointed a 
referee whose decisions were final. 

The general consensus of opinion 
seemed to be that all the trouble 
and apparent demoralization in the 
business were caused by rebating ; 
but this was but an offshoot of the 
original trouble, which lay in chang- 
ing from a reasonable and just 
method of compensation to high- 
pressure and unreasonable methods. 

The year 1899 gave birth to a new 
system of compensation on the part 
of at least one company, which was 
put into effect Jan. 1, 1900. It was 
beyond question better than any- 
thing yet devised. It embraced a 
substantial reduction in the first 
year’s commission, a larger renewal 
the second year and a larger re- 
newal the fourth year, the renewals 
for other years being the same as 
inthe past. With this change came 
the abolition of all cash bonus offers 
or other emoluments of that nature. 


The benefits of this sweeping 
change to the companies are: in re- 
ceiving a larger percentage of the 
premiums in cash the first year, 
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plus interest earned thereon; a very 
large saving in lapses the second 
year, which means so much gain 
for surplus account; a saving of 
lapses on the fourth payment, 
which means a reduction in the av- 
erage cost of new business and a 
great advantage to persistent policy- 
holders. Although the net results 
of. a change of this nature must 
necessarily be assumed to a very 
considerable degree until deter- 
mined by actual experience, yet it 
is perfectly safe and justifiable to 
assume that the companies will 
make a very decided reduction in 
the net cost of new business through 
this new method of compensating 
the agents on a commission basis. 

On the part of the agent, the re- 
duced first year’s commission prac- 
tically prevents his making a rebate. 
He is justly entitled to all that he 
can earn, and he will take good care 
to get for himself all of the commis- 
sion when it is small. It is most 
surprising to see how quickly life 
insurance agents, as a class, adapt 
themselves to new conditions, and 
how quickly they forget to rebate 
when the first year’s commission is 


not more than is absolutely neces- 
sary for their wants. The second 
year the agent, under the new ré- 
gime, has a large enough commis- 
sion interest in the premium to as- 
sure his keeping the policy in force, 
unless there is absolutely no possi- 
bility that the policy will be re- 
newed. 

After a few years an agent work- 
ing under such a contract will find 
himself in possession of a very hand- 
some income, in fact the world, can- 
not look other than bright to the suc- 
cess{ul life insurance man of the fu- 
ture under this new and improved 
method of commission compensa- 
tion. No intelligent manager or 
agent could be persuaded to return 
to the high-pressure methods, or 
accept the high first year’s commis- 
sions, or go back to the old régime 
if he has but once tasted the sweets 
of such an entirely satisfactory basis 
of compensation. 

To sum up: the new method of 
commission compensation, in vogue 
during 1900, is—as an economic 
proposition — vastly superior for the 
company, for the policy-holder, for 
the agent and for all concerned. 





TWISTING THE LIFE INSURANCE POLICY. 


Some Phases of the Practice. — Why It is Dangerous to Admit Its Desirability. 


BY EDWARD A. WOODS. 


There are three evils peculiar to 
life assurance — lying, rebating, and 
twisting, — and the greatest of these 
is twisting, because it directly en- 
courages the other two. It is not 
along because the policy-holder is 
robbed that it is wrong. Even if 
admitted that it may be possible, in 
some cases, to twist the policy of a 
good company to the advantage of 
the policy-holder (a condition of 
things rarely true), the evil wrought 
by the process of twisting is so great 
that it should be avoided by every 
honest and intelligent agent who 
has the interests of his business at 
heart. 


It lowers the business in the esti- 
mation of every honorable, fair- 
minded man to have .a competing 
agent decrying and tearing down 
the policy of anothercompany. And 
it ought to. Every reasonable and 
upright business man frowns upon 
competition which tears 
rival instead of building up one’s 
concern. No fair man likes 
(even in a church) to hear a min- 
ister spending time which ought to 
be used in making his congregation 
better, in tearing down other sys- 
tems of theology whose adherents 
are trying to do the same thing. 
All reasonable men. give the most 
consideration to the salesman who 
gives his attention to extolling his 
own goods and says little, or noth- 
ing but good, about his rival. 

There is too much readiness to 
welcome competition in the life 


down a 


own 


assurance business. Too many 
agents walk around with chips on 
their shoulders. The first mention ° 
of a rival company is an excuse for 
pointing out, not only all its real 
weak points, but also weak points 
that really do not exist. Twisting 
is directly conducive to excessive 
competition. It therefore belittles 
and degrades the business. 

To the public the twister appears 
to be an Ishmaelite whose hand is 
against every man. Furthermore, 
a twister naturally brings back upon 
himself the violent antagonism of 
the representative of the company 
whose policy he has attempted to 
twist. The man writing the original 
policy is scarcely less than human if 
he does not retaliate by bringing 
out in turn all the weak points of 
the twister’s company. 

Here is presented the spectacle of 
two rival insurance men, each doing 
his best to run down the rival com- 
pany. The result is that the weak 
points of both companies are magni- 
fied. The policy-holder, being told 
by each agent that the other com- 
pany is not a good one (and perhaps 
by each that the other is a liar), is 
very apt to believe that both com- 
panies are bad and both agents 
liars. What a spectacle for sucha 
beneficent business as life insurance! 


It is almost always impossible to 
twist a policy without misrepresent- 
ing in some way. I say this, know- 
ing full well the supple ways of the 
twister, and how, in many cases, he 
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persuades himself that he can make 
it profitable for a man to drop his 
policy in company ‘‘A’’—even if 
it is one, two, three, or four years 
old—and takes one in company 
‘*B.’’ But a man is responsible for 
telling a lie even if he persuades 
himself that it is the truth. If a 
man makes himself believe that 
twice two are five, and then tries to 
persuade some one else that this is 
a fact, he is morally responsible for 
it. 

There is a natural temptation to 
make up to the policy-holder the 
loss which the agent knows will re- 
sult from twisting, by a rebate. It 
is, therefore, best— even if there is 
an exceptional case where twisting 
imay be done without lying and re- 
bating—to avoid an act which on the 
whole is detrimental to the business. 
If St. Paul thought it wise to eat no 
meat if the eating of meat caused 
his brother to offend, it is certainly 
wise for us to avoid altogether a 
practice which, on the whole, is 
wrong, and which all company offi- 
cials have discountenanced. 


It ought to be enough to show 
that the practice of twisting is 
wrong, without raising the ques- 
tion of good policy. But it is 
almost universally true that the 
twister makes no money by his 
practice. To secure a policy by 
running down a rival, is about the 
hardest possible way to sell life 
assurance. You antagonize the man 
by criticising his own judgment. It 
will be found true that the same 
time and energy spent in increasing 
the insurance of the same man, or 
in increasing the insurance of some 
other man, will result in larger re- 
turns. It has been my observation, 
in case after case where twisting has 
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been tried and failed, that the pol- 
icy-holder himself admits that had 
the ‘‘twister’’ asked him to take 
additional assurance he might have 
taken it. Instead, the would-be 
twister lost the sale, disgraced him- 
self and his business, perhaps un- 
settled a policy-holder and turned 
him against all insurance. 

This evil cannot be cured by laws 
orrules. As long as there are those 
in the business who are willing to 
make a living in this way, twisting 
will be done. There will not be 
lacking plausible defense. It will 
be argued that the man was dissat- 
isfied with his policy before the 
twister appeared on the scene, when 
the fact is that the twister simply 
took advantage of some slight mis- 
understanding to fan a spark into a 
blaze, when he should have extin- 
guished it, and left the policy- 
holder, even if dissatisfied in the 
first place, satisfied that he had a 
good policy. 

The twister will excuse himself 
on the ground that the policy was 
not just the best suited to the 
holder’s circumstances. This plaus- 
ible argument can always be raised, 
and the agent can even delude 
himself into believing it. If the 
policy which the twister tries to 
unsettle is an endowment policy, 
the agent will argue himself up 
into the belief that that particular 
man needs cheaper insurance, and 
offer him an ordinary life or twenty 
payment life policy. If the insur- 
ance is ordinary life insurance, then 
the twister becomes filled with gen- 
erosity. He deplores the lack of 
investment, and wants to sell an 
endowment. There are always new 
forms of insurance, which the twister 
can persuade himself contain advan- 
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tages that the policy taken has not, 
and which will compensate the pol- 
icy-holder for what he ought to 
know will prove a loss. Unfortu- 
nately, those who wish to do a 
wrong thing can always persuade 
themselves, by specious arguments, 
that it is right. Perhaps the most 
dangerous reasoners are those who 
delude themselves into the idea that 
what they do is right, just as the 
religious fanatic of the middle ages, 
who burned people at the stake, was 
more dangerous because he had per- 


suaded himself that he was ren- 
dering a service to religion and 
humanity. 

But just because this blot on our 
business is a serious one, it be- 
hooves those who have the perma- 
nent interest of the business at 
heart to lend the force of precept, 
even at the sacrifice of a commis- 
sion or of an agency now and then, 
against this evil; and to uplift the 
business by encouraging proper 
methods and frowning upon the 
unprofessional practice of twisting. 
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The position of the Connecticut depart- 
ment in respect to reporting only new 
Cash Paid Busi- business paid for in cash 
pennge ray ven was discussed in the No- 
vember number of this 
magazine. Since then the Massachusetts 
department has taken an attitude upon 
this question which is diametrically op- 
posed to that of the Connecticut depart- 
ment. Commissioner Cutting has notified 
companies that in the statements filed for 
1900 he will require all companies to 
report all business written during the 
year, charging the full reserve on such 
policies and giving credit in the assets for 
the net premium, unless it is shown that 
the policies have been returned and can- 
celled as not taken. 

This action is in conformity with the 
established practice of the department in 
respect to all but two companies—the 
Mutual and New York Life—which have 
for the past few years reported only cash 
paid business. In regard to this Mr. Cut- 
ting says: ‘‘An important change in the 
manner of reporting the policy business 
and the outstanding premiums has crept 
into the accounts to the extent of seriously 
affecting the uniformity of the exhibits, 
and has been improperly admitted to the 
’ abstract. of the statements in the report of 
this department, among others, for the past 
few years.” 

He does not charge that the companies 
doing this were governed by improper 
intentions, or that it was their purpose to 
conceal any essential facts, but holds that 
this method has not only resulted in break- 
ing the uniformity, but has prevented in- 
telligent or useful comparison between the 
different companies. Mr. Cutting’s posi- 
tion is that no changes or modifications of 
the blank ought to be made without first 
presenting the suggested changes to the 
commissioners’ annual convention and giv- 
ing timely notice to the companies. He 
does not contend that the State depart- 
ments should be bound by any action of 
the convention, but that, in fairness to the 


companies and in the interest of uniformity 
in accounts, no department should hastily 
take radical action. 

In respect to the propriety of reporting 
unpaid business, the Commissioner admits 
there is a difference of opinion among life 
underwriters, and says that phase of the 
question is not now under discussion. Mr. 
Cutting, however, makes this significant 
remark : ‘‘ This method is exactly fair tothe 
company, and in noother way does it seem 
practicable to keep anything like a just 
record of policy liability and credit.”’ 

The action taken by the Connecticut 
department, followed by that of the Massa- 
chusetts department, brings this question 
before the life insurance fraternity as an 
issue. The different phases of the matter 
were discussed last month. The position 
of the Massachusetts department is 
strengthened by the fact that the matter 
has not yet been passed upon by the com- 
missioners’ convention. The Connecticut 
department’s stand is weakened by the 
fact that it has, without advising with its 
associates in convention, broken in upon 
the uniformity which has been deemed so 
important. It seems to us that under the 
circumstances the Connecticut department 
might wisely defer action until another 
year, thus giving the commissioners’ con- 
vention an opportunity to pass upon the 
point under discussion. This it could do 
without any loss to its prestige; on the 
contrary it would gain by taking this 
course. Neither the Connecticut nor Mas- 
sachusetts departments would be bound by 
the vote of the convention, but both can 
well afford to defer final action until the 
matter has been discussed and considered 
by that body. 


Recently announced changes in the divi- 
dend policy of several companies has led 
is in Adeeel to this query: Is the 


Dividead Passing? day of the annual divi- 
8° dend in life insurance 


passing? Very nearly all regular com- 
panies issue deferred dividend policies. 
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We are safe in saying that fully two-thirds 
of the total business annually written 
is upon this plan. Within the past month 
one of the conservative companies has an- 
nounced its intention to discontinue the 
issuance of annual dividend policies and to 
distribute its profits every five years. The 
company making the change frankly ex- 
plains that it is due to the declining ratio 
of profit in life insurance and the conse- 
quent decrease in the importance of the 
annual dividend as a factor in the sale of 
It states that in view of this fact 
the longer dividend periods will not only 
be more satisfactory to the company in 
bidding for public patronage, but also 
more satisfactory to the policy-holder, in- 
asmuch as the total results, under the de- 
ferred dividend method, will be relatively 


policies. 


larger than they would be under the annual 
dividend plan. 

Under the recently enacted life insur- 
ance law, in Massachusetts, the restrictions 
in regard to dividends will, on January Ist, 
be wholly removed. The existing law, 
which will at that date become null, does 
not permit the accumulation of dividends 
A majority 
of the Massachusetts companies will adhere 
to the present dividend plan. 


beyond a period of five years. 


It has been claimed that the new law in 
Massachusetts, by removing the limitations 
as to dividends, permits the writing of 
tontine insurance, thus reversing the State’s 
traditional policy. There is a difference of 
opinion among actuaries as to what tontine 
insurance is, but if we take the popular 
definition of that plan of insurance, this 
charge cannot be sustained. By the terms 
of the new law, all dividends must be de- 
clared upon the contribution plan. It is 
held by the best actuaries that there can 
be no tontining of dividends which are 
apportioned by this method. No divi- 
dend 


which 


system has yet been devised in 


there is not some ‘sacrifice in- 
volved where the policy terminates before 
the completion of the dividend period. 
This is just as true of the annual dividend 
as it is of five or twenty-year dividend, only 


in a less degree. 


Several of the companies have deter- 
mined to push the deferred dividend pol- 


Demand for the icies, but because 
Deferred Dividend, ‘*B*tS #9" spparently 

increased demand for 
deferred dividends it does not follow that 
the demand for annual dividend policies 
has decreased. There is a large class of 
people to whom insurance cannot be sold 
except upon the annual dividend plan ; to 
whom the procurement of insurance at net 
cost from year to year is an absolute neces- 
sity. There is no reason to suppose that 
the great mass of people, who to-day re- 
quire this kind of insurance, will percep- 
tibly diminish. Some ofthe companies have 
found it a positive advantage to push an- 
nual dividend policies at the expense of 
their deferred dividend contracts. It is 
stated that where a choice is given between 
the annual and deferred dividend policy 
the former is taken inthe majority of cases. 
It is claimed also that the diminishing 
returns under long-term dividend policies 
tends to increase the popularity of the 
annual dividend policy. The tendency, of 
course, will be for the high dividend com- 
panies to adhere to annual distribution, 
although, as stated, all companies will in 
the future be compelled to show reduced 
returns under all forms of policies. 

To sum up, the probability is that for 
many years to come there will be plenty of 
room both for the annual and deferred 
dividend policies, and that the public will 
continue to divide its choice between the 
two. 


¥ 


In the last number of this magazine we 
presented the proposition advanced by 
President Register of 
the National Associa- 
tion of Life Under- 
writers, in respect to the protection of the 
general agents against the unworthy solici- 
tor. In brief, Mr. Register proposed that 
the local associations establish an agents’ 
directory containing the business record of 
all solicitors engaged in the business. 
This information would be open to all 
members. No obligation would be im-. 
posed upon general agents to reject appli- 
cants unable to show aclean bill of health; 
but it is held that as a matter of self-interest 
general agents would not employ men 
known to be unworthy. 

The distinctive feature of President Reg- 
ister’s administrative policy evidently is to 


Employment of 
Unworthy Agents. 
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cure the evils of the business by eradicat- 
ing the common source. He has attacked 
a defect of the business recognized as the 
most important influence tending to lower 
the standard of life insurance. 

The employment of cheap men to sell 
life insurance is the natural outgrowth of 
existing conditions. The growth of the 
business during the past ten years has been 
so rapid, in response to a constantly in- 
creasing public demand, that it has been 
absolutely impossible to secure, in every 
case, men of high character and superior 
ability to represent the companies in the 
field. This is the history of the develop- 
ment of any business which leaps rapidly 
into popularity. Thus, while life insur- 
ance has become so popular and has expe- 
rienced such a marvellous growth, it has, 
as a direct consequence, absorbed certain 
evils which have tended to lower the dig- 
nity of the profession and make it the sub- 
ject of constant criticism. 

This drawback has been keenly felt by 
the best men inthe business, but a reaction 
is taking place. During the past few years 
there has been a constantly increasing 
effort to improve the class of solicitors 
employed. In some instances uniform ac- 
tion has been taken. But it has remained 
for the opening of the twentieth century to 
see the inauguration of a general move- 
ment towards increased efficiency in agency 
representation. Mr. Register reflects the 
feeling of a large majority of general agents 
when he says that the time has come for 
a more widespread reform. Upon this 
particular point there is little or no differ- 
ence of opinion. 


¥ 


There is, however, a disagreement as to 
ways and means. Mr. Register proposes 
that the matter be taken 
up by the local associa- 
tions in a semi-official 
way; in other words, that the associations 
furnish the vehicle by which the general 
agents may protect themselves and weed 
out the undesirable elements. In this posi- 
tion he has the support of many general 
agents. On the other hand there are many 
others, just as desirous of seeing improve- 
ment, who feel that this work cannot prop- 
erly be taken up by the associations. They 
contend it is a function which should not be 
imposed upon these organizations. At a 


Functions of the 
Associations. 


/ 


recent meeting of the Chicago Association, 
Mr. Register’s proposed bureau was dis- 
cussed. Mr.H.S. Dale of that city concisely 
advanced the objections to making this work 
a part of the association’s machinery. He 
said : 

‘*Qur association is organized principally 
for friendly and social relations between 
those engaged in our calling. The asso- 
ciation is in no way a judicial organiza- 
tion, as I understand it, and does not seem 
to bring under its jurisdiction any of its 
members; neither is it a legislative body. 
We all believe, of course, that good men — 
men of integrity and character—are the 
kind we desire in our business. We also are 
fully aware that there are men in our busi- 
ness in this city who are addicted to prac- 
tices which are reprehensible. We have 
also sought in the past to weed out, if possi- 
ble, such men. Ido not believe that there 
is in this association to-day a single mem- 
ber whose character and ability could be 
questioned. If there should be such mem- 
bers, certainly the association could not, 
under its constitution and by-laws, have 
any power to legislate against them. The 
question of the formation ofa bureau, which 
should have for its object the scrutiny of 
the character and ability of its agents, is 
something which does not come within the 
limits of the association’s power.”’ 

Mr. Dale stated that if such a bureau 
was formed, it should be made up of gen- 
eral agents and managers entirely distinct 
from the association. 


¥ 


This is the view entertained by a large 
number of those connected with the asso- 
ciations. In a number 
of cities there already 
exist agreements be- 
tween general agents for self-protection. 
In almost every center there is a growing 
disposition on-the part of general agents to 
consult with one another before engaging 
solicitors who have been employed else- 
where. This question is naturally inter- 
woven with the proposition frequently dis- 
cussed, that one general agent shall not 
unsettle the agents of another until all 
obligations on the part of the solicitor 
have been discharged. In a few instances 
attempts have been made to formulate 
agreements covering this question. 

President Register’s proposition does not 


Independent Ac- 
tion Taken. 





38 


involve any agreement or obligation. It 
merely furnishes a bureau of information 
which general agents may avail themselves 
of, or not, as they choose. Some of the 
general agents of individual companies 
have taken up the matter between them- 
selves. The general agents of the Equita- 
ble Life maintain a practical working 
bureau of information for protection 
against the unworthy solicitor. The ex- 
pense of the bureau is maintained by con- 
tributions from each general agent. Its 
headquarters are located at Pittsburgh, 
under the supervision of the general agent 
in that city. The names of all agents who 
have been found undesirable by the sub- 
scribers to the bureau are sent to head- 
quarters, with the record in each case. 
This list now contains more than eight 
thousand names. When an agent applies 
for employment, stating that he has been 
employed by the Equitable elsewhere, full 
information can at once be obtained in 
regard to his record. The general agents 
of the company have in this way been saved 
thousands of dollars of loss, and have been 
able to substantially elevate the standard 
of men employed. 


> 


In this case, there is, of course, no such 
protection against the agents employed by 
The Demead other companies, a defi- 
Must Be Met. ‘“i&™°Y which would be 
filled by the adoption of 
President Register’s suggestion. Whether 
the work should be taken up by the pres- 
ent local associations, or by new organiza- 
tions especially adapted for that purpose, 
is a question which can be effectively dis- 
cussed upon both sides. We believe it is 
certain that if the present associations do 
not take up the work, it will be done by 
other organizations. 

While the associations, as at present 
organized, embrace the very best men in the 
business, yet there are a vast number out- 
side of the movement who doubtless would 
become ‘identified with it if the organiza- 
tion were made of more practical utility ; 
in other words, if, in addition to the culti- 
vation of social relations, they were to dis- 
cuss and act upon practical business propo- 
sitions which would tend to promote the 
best interests of the business. The associa- 
tions now exercise a great moral influence, 
and it is possible that if legislative func- 
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tions were assumed, this influence would 
diminish ; but so long as the associations 
decline to take on business functions, their 
membership will be limited. 

A large membership is not necessarily a 
criterion of success. The associations prob- 
ably do not embrace to-day fifty per cent. of 
the general agents in the localities covered. 
The total membership of the local associa- 
tions is now about one thousand, which is 
certainly not more than twenty per cent. 
of all the agents employed in the field, and 
is probably a less percentage. Out of this 
vast majority, not identified with the 
agency movement, is constantly arising a 
cry for an organization which will supple- 
ment moral suasion by positive action- 
The question is, Shall the existing associa- 
tions meet this demand, or, shall they re- 
tain their purely social features and allow 
new business organizations to grow up 
beside them, which it seems certain would, 
in time, overshadow them ? 


Aa 


For several years past, reports received 
in the East from Indiana indicate that this 
The Rebate Prob- State is one in which 
lem in Indiana. AGERE, SO- 
ing flourishes exten- 
sively. The evil has become so flagrant 
that it has engaged the particular attention 
of the State department, and some radical 
remedies in the line of legislation have 
been proposed. At one time the State 
commissioner seriously considered the 
summary ejection of certain companies. 

Since his return to office, as the result of 
the last election, the head of the insurance 
department, Mr. A. W. Hart, has prepared 
a drastic measure, covering this evil, to be 
presented at the next session of the State 
legislature. The statute books already 
contain an anti-rebate law. He proposes 
to supplement this by a provision that 
upon satisfactory evidence of violation the 
license of the offending company may be 
revoked. Rebating in Indiana has been so 
extensive, and the complaints to the insur- 
ance department so numerous, that Mr. 
Hart seems to have become imbued with a 
strong sense of his responsibility in respect 
to this evil. He says: ‘“‘It isthe business 
of insurance commissioners to have laws 
put upon the statute books which are suffi- 
ciently effective to work a reform. If the 
matter is left to the companies and their 
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agents, nothing will come of the spasmodic 
efforts to cure the evil.”’ 

Mr. Hart claims that the legislature has 
full power to enact the proposed law. He 
is opposed to rebating of all kinds, not 
only by regular companies, but by frater- 
nal and assessment associations as well. 
He says that the remission of fees in order 
to increase membership is just as much 
rebating as that practiced by the ‘old 
line ’’ companies. 

The existing anti-rebate laws in the dif- 
ferent States have not become famous for 
their efficiency. While exerting, perhaps, 
a restraining moral force in some States, the 
general opinion is that they have failed to 
secure the results expected at the time of 
their enactment. Whether it is possible 
to make these laws efficient by incorpor- 
ating drastic remedies, such as Mr, Hart 
proposes, is an open question. The one 
striking fact in connection with anti-rebate 
laws is that they/do not appear to be sus- 
tained by public sentiment, either among 
agents or policy-holders. If there were a 
strong sentiment in favor of enforcement, 
they could be made efficient. While this 
sentiment is absent it is a serious question 
whether any legislation, however drastic, 
can be made effective. 


¥ 


It appears that Connecticut, Ohio and 
Minnesota will be the only States requir- 
. ing the companies to 

_ Me ae furnish a gain and loss 
exhibit for 1901. The 

reversal of sentiment among the State de- 


partments in respect to this exhibit seems - 


to have been quite marked. The insurance 
department of Washington has announced 
that it will not require the exhibit, although 
Mr. Heifner voted in its favor at the Hart- 
ford convention. In respect to the posi- 
tion of the department, Mr. Heifner makes 
this interesting statement: 

‘‘Permit me to say that this department 
will abide by the decision of our late con- 
vention. I believe in conforming to the 
will of the majority. If this is not done, 
our national conventions might as well 
cease now. Every commissioner must ex- 
pect to have his individual opinions over- 
ruled now and then, but the opinion of the 
majority should be respected. I think 
every department represented at the Hart- 


ford convention is in honor bound to elim- 
inate the gaifi and loss exhibit.” 

This is a strong statement. It may be 
termed a patriotic one. Could there be 
any assurance that the decisions of the 
commissioners’ convention would be wise, 
the policy of submission to the majority 
might well be advocated. But, unfortu- 
nately under existing political conditions, 
majority votes in the convention do not 
always mean sound conclusions. Under 
the circumstances, it would be a mistake 
for departments which are thoroughly 
grounded in the theories and practices of 
the business to bind themselves to the ma- 
jority vote of a convention comprised 
largely of those who cannot, by the very 
nature of things, possess an expert knowl- 
edge of the business, and who do not claim 
to possess such knowledge. 

The past history of the conventions has 
shown that it is possible to manipulate 
this inexpert knowledge and place the 
cuuvention upon record on points which 
cannot and should not be approved. Mr. 
Heifner has shown himself to be a man 
of intelligence, and doubtless his feeling 
that all State commissioners should be gov- 
erred by the recent action at Hartford is 
dictated by a conviction that this action 
was right. Had he been convinced that it 
was wrong we doubt if he would have sub- 
scribed to the policy of conformity. 

Concerning the accuracy of the gain and 
loss exhibit now in use by the State de- 
partments, Mr. Benjamin F. Brown, the 
expert statistician of this city, in a recent 
communication to The Spectator has 
pointed out oné feature in which it is rad- 
ically defective, namely, the amount of 
interest required to maintain reserve. Mr. 
Brown states that in every instance it is 
shown that the companies have estimated 
this item, and that in the total results over 
one million dollars more has been included 
in this item than is actually called for. 


° 


During the past year the Equitable Life 
Assurance Society has been compensating 


Efficiency of the its agents upon a 


ae, new commission 
Renewal Commission. ‘ 
basis. Upon Jan- 


uary Ist it abandoned the system of paying 
high brokerages during the first year and 
substituted therefor a first year’s commis- 
sion not to exceed in any case fifty per 
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cent. In compensation for this reduction 
it made substantial increases in the renewal 
commission upon the second and fourth 
premium. 

The primary purpose of this plan was to 
increase the persistency of new business 
placed. It was likewise hoped that a large 
amount of current rebating would be 
stopped. The plan was adopted after the 
most careful consideration on the part of 
the officials of the company, and in its de- 
tails was so devised as to furnish a strong 
incentive to the agent to look after his 
renewals. The merits claimed for the new 
plan were that the rate of commission paid 
during the first year would enable a high 
class agent to earn a satisfactory income, 
and would, in addition, build up for hima 
substantially self-sustaining income for the 
future. The agent’s interest would reside 
in placing business likely to stick and 
renewfromyeartoyear. Whilethetendency 
of the plan would be to place the business, 
both for the company and the agent, upon 
a much better basis, it would likewise 
result in a greater economy of management 
and thus benefit the body of policy-holders 
as well. 

When first inaugurated there was con- 
siderable speculation as to what the results 
of this plan would be to the company in 
respect to new business. There were many 
predictions that since other companies 
were paying high rates of brokerage on 
first year’s business, the company would 
lose a large number of its agents and show 
a considerable reduction in the amount of 
new business done. Pending the issuance 
of official reports, there is no means of 
knowing the actual results, but it is evi- 
dent that the company is satisfied with the 
results under its new plan of compensation, 
and that this plan will be pursued for an- 
other year without change. 

We are publishing in this number a con- 
tributed article by Mr. F. A. C. Hill, the 
company’s manager in Boston. What Mr. 
Hill has to say in regard to this method of 
compensation is important because it gives 
the agent’s point of view. After summing 
up the merits of the new method of com- 
pensation, he says: ‘‘ No intelligent man- 
ager or agent could be persuaded to return 
to the high-pressure methods or accept the 
high first year’s commissions, or go back 
to the old regime.”’ 


The introduction of this new method of 
compensation by the Equitable caused a 
Its Effect violent readjustment in its 

agency ranks; that is to say, 
on Agents. Pere 

the cut in income on first 
year’s business was so substantial as to 
affect the interests of agents in no small 
degree. This condition constituted the 
real nub of the problem. It was a vital 
question whether by such a radical change 
the company could hold its agency force 
intact. There is no evidence that in this 
respect it has not been successful. It is 
certain that no important cases of disaf- 
fection have been brought to public atten- 
tion, as they certainly would have been by 
rival companies, adhering to the old form 
of compensation. Mr. Hill, however, tes- 
tifies to the fact that the agents very 
quickly adjusted themselves to the new 
conditions. 

It will not be possible for several years 
to determine the exact results of this new 
plan of compensation in its effect upon the 
agent and the company. But at the pres- 
ent time both the company and the agents 
seem to be satisfied that the change adopted 
was a wise One and that the interests of the 
company will be promoted by its continu- 
ance. All of the companies are watching 
the Equitable’s experiment with interest, 
and are certain to follow its example as 
soon as its efficiency has been completely 
demonstrated. One, at least, of the great 
companies has seriously considered the’ 
inauguration of a similar plan of compen- 
sation on January Ist, Igoo, but, we are 
informed, has decided that it will not take 
this important step during the coming 
year. At the same time, it is known that 
the officers of this company view the 
Equitable’s plan of compensation with 


‘favor, and are prepared to adopt it when- 


ever the time is ripe. 
¥ 


A unique organization is being promoted 
in New York City under the auspices of a 


Fraternal Society on well-known consult- 
ing actuary, Mr. 


Old Line Basis. Miles M. Dawson. It 


is proposed to incorporate under fraternal 
laws and maintain a reserve in accordance 
with the established standards of old line 
companies. In this way it is believed that 
the dangers of low cost insurance will be 
avoided, while at the same time it will not 
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be necessary to meet inflexible State stand- 
ards of reserve, or be subjected to the 
searching supervision of the departments. 
It is an attempt to meet well-known exist- 
ing difficulties in respect to organization 
under legal reserve laws. 

The organization will be called the Fel- 
lowship of. Solidarity, and will issue whole 
life policies comprising all the features 
now offered by leading old line companies, 
including guaranteed cash surrenders, divi- 
dends, loans, paid-up and extended insur- 
ance and non-forfeitures. The gross pre- 
mium charges will be the net premium of 
the American three per cent. table of mor- 
tality. There will be no loading for ex- 
penses, which will be met entirely from 
the saving in mortality, which Mr. Daw- 
son estimates will be at least sixty per 
cent. during the first year and at least 
thirty per cent. thereafter. 

In respect to reserve, the prospectus 
states that the ‘‘constitution and policies 
will recognize a liability equal to the full 
reserves required of level premium com- 
panies by the State for the same policies.’’ 
There is at present no standard of reserve 
in New York State, but it has been custom- 
ary for companies to use the Actuaries’ 
four per cent. table in reporting to the de- 
partment. It is stated, however, that the 
Fellowship of Solidarity will maintain a 
fund to the credit of each member equal to 
the reserve required by the American three 
per cent. standard. 

The organization is an attempt at com- 
promise between old line and assessment 
insurance. Policies will contain a safety 
clause permitting an additional levy 
on policy-holders to make up any defi- 
ciency in the funds. 


> 


The Equitable Life Assurance Society of 


New York has placed a new policy upon 


Sac the market, which, in 
Limit of Cash respect to loan and 


Surrenders Reached. 
cash surrender val- 


ues, is probably more liberal than anything 
yet offered. The reserves of this policy 
are calculated upon the American three 
per cent. basis, and after the tenth year 
the full reserve is returned to the retiring 
policy-holder. The loan values are identi- 
eal with the cash surrenders. 


At the beginning of 1899, the Mutual 
Life Insurance Company of New York 
startled the insurance world by placing a 
policy upon the market which, so far as 
cash values were concerned, exceeded any- 
thing previously offered. This policy was 
based upon the American three and one- 
half per cent. table, but in the later years 
of the contract the values guaranteed were 
in excess of this reserve. The net rates of 
this policy were heavily loaded; so much 
so, in fact, that the Mutual Life’s gross 
three and one-half per cent. rates exceeded 
the three per cent. rates of the Equitable 
and New York Life. 

The new policy of the Equitable pays 
the full three per cent. reserve after the 
tenth year, which we believe exceeds any- 
thing yet offered to the public generally, 
There may be individual cases in which 
cash values as large as this have been guar- 
anteed for purposes of competition. 

In the new policy, also, the amount of 
paid-up insurance given in case of lapse is 
increased, and for the first time the Equita- 
ble’s contract contains a provision for ex- 
tended insurance. The clause in respect 
to paid-up insurance is automatic; that is, 
it goes into effect without action on the 
part of the insured. The options given to 
the insured are enlarged, the most notable 
being a provision for converting the policy 
into an annuity at termination or for its 
payment in annual instalments. 


FIRE INSURANCE. 


Notwithstanding the improved fire waste 
during the closing months of r1goo, the 


The Present Fire general results for 


Agel the current year will 
Insurance Situation. ad 
all probability 


match the unprofitable experience of 1899. 
Although rates have advanced materially, 
the influence upon the revenues of the 


companies, as a whole, has not been suffi- 
cient to compensate for the largely in- 
creased fire waste. 

From all reports, it appears that the 
losses during the first part of the year were 
unprecedented. The next two or three 
months will surely see the retirement or 
absorption of a number of fire insuratice 
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corporations which have been unable to 
successfully meet this period of disaster. 
A number of reinsurances, consolidations, 
purchases and absorptions have already 
been recorded. The progress towards con- 
centration, which began at the close of 
1898 and was continued during 1899, will 
probably reach the limit during next year. 

The signs of improvement in fire insur- 
ance are hopeful. To those who have 
staying powers the opportunity for remain- 
ing in the business, and reaping the re- 
wards which are sure to come through 
patient waiting, is an excellent one. The 
contraction in the insurance market, due 
both to retirements and the cutting down 
of lines, has already resulted in the move- 
ment of capital to fill in the gap in the 
supply thus created. This response is due 
not only to an economic demand for more 
insurance, but to a belief on the part of 
those who control and influence this cap- 
ital that there is a promise of greater pros- 
perity in the business. Just what form 
this investment of new capital in the busi- 
ness of fire insurance will take cannot with 
certainty be predicted. That is to say, 
whether it will occur through the forma- 
tion of stock companies, Lloyds or mutuals. 
There are some indications that the Lloyds 
organizations, so numerous some four or 
five years ago, will again attempt to bid 
for popularity. 

One of the striking features in all periods 
of fire insurance depression is that large 
and apparently successful companies resort 
to an extensive reduction of lines. These 
cuts are sometimes enormous, and it is 
probably true that the shrinkage in the 
supply of insurance due to this fact is 
much larger than the shrinkage due to the 
disappearance of capital. It appears 
strange to those who view the business 
from the outside that at these times the 
great companies should not increase in- 
stead of decrease their lines, and thus fill 
the place caused by the retirement of com- 
panies. This would be the natural tend- 
ency, were it not offset by underwriting 
timidity. It is an interesting fact, how- 
ever, that several companies have increased 
their lines during the present period of 
depression, feeling, doubtless, that they 
are thus not only preventing the rise of 
new competition, but are building up for 
themselves a larger plant, which is certain 
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to be profitable with the return of more 
favorable conditions. 


> 


There is however, one feature, of the 
present situation which will tend to dis- 
The Readjust- courage the investment 

of new capital, and that 
ment of Rates. . , : 
is the manner in which 
rates are being handled. The policy of 
everywhere making flat advances, without 
any consideration as to actual experience, 
has been abandoned. In handling the 
rating situation, an attempt is being made 
to effect widespread reforms in the methods 
of applying rates. There is a determined 
intention to govern rate increases by actual 
experience, rather than in accordance with 
the immediate needs of the companies, or 
in response to the law of supply and de- 
mand. These immediate needs have placed 
the rating bureaus under great pressure to 
effect flat advances without respect to 
classes, for the purpose of at once pro- 
ducing increased revenues —the argument 
being that this should be done before there 
is any attempt at discriminative rate- 
making. But past history has always 
shown that where flat advances are hastily 
made, a readjustment according to actual 
experience or upon discriminating sched- 
ules does not always take place. 

In the present crisis underwriters feel 
that the time has arrived when definite 
steps should be taken towards a general 
reform in the methods of applying rates, 
on the ground that the best interests of the 
companies, not only from the standpoint 
of profit in individual cases, but general 
public policy, demand that rate advances 
be made along more scientific lines. For 
this reason, increases made upon classes of 
risks known to be profitable have been 
resisted. Neither has there been any hasty 
attempt to advance rates on risks generally 
believed to be unprofitable, but in almost 
every case investigations have been set on 
foot for the purpose of determining, from 
the actual combined experience of the 
companies, what constitute the unprofit- 
able hazards and what rate of advance is 
actually necessary in order to place them 
upon a paying basis. This has occasioned 
delay in the readjustment of rates upon a 
higher basis, and, with the unusually harsh 
experience met with during the early part 
of this year, has borne heavily upon com- 
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panies which have thrived upon unscien- 
tific flat advances. 

While this delay in readjusting rates has 
‘worked hardship in individual cases, yet 
its benefit to the business as a whole, par- 
ticularly in its relations to the public, can- 
not be overestimated. The fact is that 
the business has reached a stage where the 
demand for more scientific methods cannot 
be ignored. Those who realize this feel 
also that the current depression affords an 
opportunity for effecting the change, which 
ought to be availed of before it passes away. 


* 


The plan pursued by the Western Union 
in meeting the rating situation in that 


Work of the Com- territory, a section 


oitnes. ah Milian wherein losses as a 
; whole have perhaps 


been more severe than elsewhere, is well 
understood. In the East this question is 
being handled by the so-called Committee 
of Fifteen, recently appointed by the Fire 
Underwriters’ Union, a commission organi- 
zation comprised of forty-two of the strong- 
est companies doing business in the East 
and South. This committee is invested 
with plenary powers, and is backed by the 
pledged support of every member of the 
Union in any action which it may take 
in the interests of that body. Its immedi- 
ate efforts have been, and will be, directed 
toward the improvement of the rating 
situation, although it is expected to con- 
sider the contingent questions of commis- 
sions, multiple agencies, overhead writing, 
and brokerages. 

The work of the Committee of Fifteen 
has been divided for the purpose of increas- 
ing its efficiency, and practical results 
have already been accomplished in certain 
localities in respect to rates. The plan of 


the committee, in substance, is to formu-° 


late rates for different localities and on 
different classes of hazards in accordance 
with actual experience. The rates agreed 
upon will then be recommended to the local 
rating authorities for adoption. Whether 
adopted or not, the companies represented 
in the Eastern Union will observe the 
rates recommended by the Committee of 
Fifteen. 

As the first efforts of the committee will 
be. directed towards advances upon unprof- 
itable classes, no. clash is likely to occur if 
local boards do not adopt the rates recom- 


mended, since the charges demanded by 
the companies in the Eastern Union will 
be higher than those of the local rating 
bureau. A crisis will, however, arise 
should the committee see fit to recommend 
on some classes of hazards lower rates than 
prevail in different localities. 

The success of the plan depends upon 
the cohesion of the companies in the East- 
ern Union. The fact that they are not 
numerous, but comprise the strongest com- 
panies in the business, is a reason for 
believing that it will be successful. At 
any rate, it is certain that important and 
far-reaching results will grow out of the 
efforts of this committee. 


¥ 


Heretofore the Eastern Union has been 
strictly a commission organization, but in 
authorizing the Committee of 
Fifteen to deal with the ques- 
tion of rates it has departed 
from the earlier principles of its organiza- 
tion. The situation thus created is some- 
what similar to that existing in the terri- 
tory of the Western Union. It brings 
about practically a separation in the con- 
trol of rates, the line of division being 
drawn between the uniform and open com- 
mission companies. In the East, the rates 
are at present controlled by organizations 
comprised of both union and non-union 
companies. The Committee of Fifteen, 
representing the Eastern Union, however, 
proposes to establish —through regular 
channels if possible — a tariff of rate$, in- 
dependent of the judgment and influence 
of the companies which are competing 
with the union companies upon commis- 
sions. The separation thus aimed at is not 
dissimilar to that in the Western field, 
where a division is now going on between 
the field organizations representing union 
and non-union companies. 

These events indicate that important 
changes are taking place in the business 
all along the line. Does it foretell com- 
plete separation between uniform and open 
commission companies ? 

The separation platform adopted by the 
Western Union more than a year ago is 
to-day more generally accepted as a wise 
action than it was at that time. When 
adopted, this platform was strongly objected 
to in the East. So positive was the oppos- 
ition that an attempt to secure the intro- 


Progress of 
Separation. 
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duction of a separation plank in the East- 
ern Union was unsuccessful. As pointed 
out in previous numbers, there has been a 
substantial change in sentiment on the 
part of Eastern underwriters. The scope 
of the labors entrusted to the Committee of 
Fifteen clearly indicates that such a change 
has taken place. 
¥ 

Fire insurance is now in a state of transi- 
tion and all these events are but the out- 
growth of common cause. 
The natural tendency in 
fire insurance, as in every 
other line of business, is towards concen- 
tration. No impartial student of the busi- 
ness can review the facts without reaching 
this conclusion. We believe it is a mistake 
to deprecate this tendency or to attempt to 


Transition of 
Fire Insurance. 


stay the progress of events along the line “ 


of economic law. Self-preservation is in- 
deed the first law of nature, but there are 
two methods by which man can seek to 
preserve himself. One is by hopelessly 
struggling against the tide, only to be 
baffled and defeated eventually, the other 
to swim with the tide to ultimate safety. 
There will be no extermination asa re- 
sult of concentration to those men identi- 
fied with the business who possess knowl- 
edge and capacity for wisely directing its 
destinies. Those who understand the prin- 
ciples of fire insurance,-who study the 
business in its economic aspects, who are 
able to see and forestall the drift of events, 
will always be needed in the husiness, 
whether it is as an official, a district man- 
ager, a field man, or a local agent. The 
fittest will survive. Those who call them- 
selves the fit and sometimes attempt to 
control the business against natural law 
are not necessarily those who will survive. 
The fit will be those who possess the real 
moral and intellectual qualifications which 
make a successful underwriter. There 
never was a time when a knowledge of the 
principles and: practices of insurance was 
so essential to success. Combination and 
concentration do not decrease the possibil- 
ities; on the contrary, they increase them. 
Combination and concentration, brought 
about by natural law, eliminate the features 
of competition which tend to prevent de- 
velopment towards perfection in the pro- 
fession. The opportunities in fire insur- 
ance, to those who are willing to perfect 


themselves, were never so great as they are 
to-day. 
¥ 

During the past few months the agency 
movement has been criticized on account 
of the acts of a 
few of the State 
associations. 
The most recent instance brought to public 
notice is that of the Tennessee Association, 
which, it is stated, proposed to father a 
bill requiring fire insurance companies to 
deposit fifty thousand dollars in the State 
treasuiy, either in State or government 
bonds. 

We are unable to say whether the asso- 
ciation, as an association, intended to en- 
dorse such a proposition, or whether any 
of its members were actively interested in 
putting through such a bill; but the report 
that such was the case gained wide cur- 
rency and has not been denied. Some 
local agents in Tennessee, whether identi- 
fied with the agency movement or not, were 
unquestionably prepared to promote a 
measure of this character. It is stated 
that these agents were supported in this 
attitude by prominent companies. 

When the matter of a deposit was brought 
before the association it failed to secure 
endorsement. This may have been due to 
the protest of the companies, or to the fact 
that the association never intended to en- 
dorse this proposition, and that a majority 
of its members have always been opposed 
to it. 

It is undoubtedly true that in a great 
many instances agents, whether identified 
with the associations or not, have sup- 
ported and promoted adverse legislation. 
This is one of the remarkable contradic- 
tions in the business—that agents repre- 
senting companies, and presumably em- 
ployed to promote their interests, should 
labor to secure the adoption of adverse 
legislation. This condition, however, is 
not due altogether to the natural depravity 
of the agent, but to the fact that the 
mutual interests of the agents and the 
companies have gradually become disin- 
tegrated, and upon many points where 
there should be a mutuality of interest 
there has appeared antagonism. 


- 


Agency Associations and 
Adverse Legislation. 


There has been a reaction in this respect, 
due in a very large degree to the continued 
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growth and strength 
of the agency move- 
ment. While many 
companies at first thought that the devel- 
opment of this movement was antagonistic 
to their interests (and it is true that some 
of its early acts seemed to indicate a tend- 
ency in this direction), yet, as the move- 
ment progressed it has been shown that its 
real success depended upon recognizing a 
mutuality of interest between the compa- 
nies and the agents, and not in drawing 
sharp lines of antagonism. 


Relation of Agents 
and Companies. 


As intimated, there is considerable doubt 
whether any of the local associations, as 
associations, have encouraged or attempted 
to promote legislation adverse to the inter- 
ests of the companies. But even if it were 
so in a few instances, it is unfair to criti- 
cize the entire movement, because of a few 
isolated cases. It should always be borne in 
mind that the National Association is com- 
prised of State organizations representing 
widely varying interests, ideasand purposes. 
The function of the National Association 
is to legislate upon general principles which 
will promote the interests of the agents as 
a whole. The State associations, which 
are the outgrowth of the national move- 
ment, are frequently confronted by local 
issues in which the National Association 
cannot be interested, and it may be that 
these local issues will lead to action on the 
part of the associations diametrically op- 
posed to the general principles upon which 
the National Association is conducted. 
This, however, is a defect which in time 
ean be largely remedied by an efficient 
system of conference and co-operation be- 
tween the companies and the national 
organization. The national body exercises 
a strong moral influence over the local 
associations in all parts of the country, 
but until the companies are ready to confer 
freely with the National Association for 
the purpose of compromising upon uniform 
lines of action, it is only reasonable to 
expect that the legislation of the different 
State associations will be widely diverse. 
The promotion of adverse legislation by 
agents identified with State associations 
subjects the agency movement to less 
criticism than the attitude of the compa- 
nies which have failed to embrace the op- 
portunities presented to them. 


While it is doubtful that a single instance 
can be pointed out where a State associa- 


The Agents’ Influence tion has actually 


~~: romoted or en- 
on Legislation. P 
dorsed adverse 


legislation, it is certain that in numerous 
instances they have taken hold and prose- 
cuted vigorous campaigns against anti- 
insurance legislation. In Missouri the 
State association is now laboring with 
great zeal to secure a modification in the 
attitude of the State legislature. In Illinois 
the association has taken an active hand in 
politics for the purpose of preventing the 
introduction of adverse legislation. In 
Minnesota the association has undertaken 
to secure the enactment of a State fire 
martial law for the purpose of reducing the 
annual fire waste. 

These are a few instances which are 
immediately recalled, but, as a matter of 
fact, State associations as a whole are to- 
day taking a position on the question of 
State legislation which is beneficial to the 
companies. We believe that when the 
work of the current year has been summed 
up, it will be found that the most hopeful 
sign of improvement in respect to adverse 
legislation will be found in the work per- 
formed by the agency associations in the 
political field. We believe this fact is rec- 
ognized by the companies. The Weekly 
Underwriter of New York City, which in its 
editorial comment very naturally reflects 
the sentiment of the companies, and has 
heretofore held somewhat aloof from the 
agency movement, makes this significant 
comment: ‘‘Several of the State associa- 
tions which are marshalled under the 
leadership of the National Association of 
Local Fire Insurance Agents, are making 
good their promise that the influence of 


their members will be actively exercised 


in educating members of legislatures which 
are soon to be in Session.”’ 


a 


In discussing last month the writing of 
the property of the Smelting Trust through 


The Writing of the New York brokers, 


. we made the follow- 
Smelting Trust. ing statement: ‘‘The 


handling of the Smelting Trust was lost to 
local agents by the offer of New York 
brokers to write all the property at a lower 
rate of insurance. The method pursued 
by the brokers in this, as in other cases, 
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was to place a portion of the line in non- 
tariff companies, offering the balance to 
tariff companies, paying tariff rates, and 
in other respects conforming to rules and 
regulations. In this way, with the assist- 
ance of tariff companies, the brokers were 
able to place the entire line at a net cost 
very much below tariff.”’ 

We are now informed that this is not cor- 
rect. The insurance in question was ef- 
fected last spring by Messrs. Johnson & 
Higgins, of New York. The total amount 
carried on the various properties was 
about $2,760,000, the major portion of 
which was given to a large American com- 
pany, and by it sent to its policy-writing 
agents to be written at tariff rates. An- 
other large block was sent direct by the 
brokers to a leading agency in Kansas City, 
and by that agency written in leading com- 
panies represented by them. The balance 
of the line, some $200,000, was sent to 
Messrs. Goodwin, Hall & Henshaw, of 
Chicago, and by them distributed to their 
policy-writing agents in the State of Col- 
orado and written at tariff rates. 

We are assured that the entire fire in- 
surance brokered by Johnson & Higgins 
upon the American Smelting Trust was 
effected at tariff rates, and in every case 
written through the resident agents of the 
companies with whom the insurance was 
placed. If any advantage was obtained by 
the insured, it was not upon the fire insur- 
ance policies, but upon marine, steam 
boiler and liability insurance effected for 
the benefit of the Smelting Trust. In 
other words, the probability is that by 
handling insurance of all classes the brok- 
ers were enabled to extend advantages to 
the insured which secured for them the 
placing of the fire insurance. 


w 


The relations between the agent and the 
broker, growing out of the controversy 
The Bosker and concerning the insur- 
the Agent. ance of the American 

Smelting Trust are still 
being discussed, thus far, mainly, from the 
standpoint of the agent. Weare, however, 
presenting in this number an exhaustive 
article by Mr. William R. Gray of Boston, 
in which the question is treated from the 
standpoint of the broker. The firm with 
which Mr. Gray is identified act both as 
agents and brokers, but its interests as 


brokers probably outweigh its interests 
as agents. Mr. Gray treats the question as 
though he were speaking for the property- 
owner. He contends that the broker is the 
representative of the property-owner and 
must therefore look at it from that stand- 
point; that the property-owner has a vital 
interest in the question and should be 
given a fair‘ hearing before the agents 
arbitrarily attempt to dictate how he shall 
do his business. 

Mr. Gray outlines the functions of the 
broker and describes the methods by which 
he has become a’useful and necessary ad- 
junct of the business. He admits that the 
brokerage business is not without its evils, 
but he believes that legislation should be 
directed toward curtailing these evils, 
rather than in attempting to eliminate the 
broker altogether from the economy of 
fire insurance. Mr. Gray’s article will 
command widespread attention as the first 
effective attempt to combat the sentiment 
among local agents antagonistic to the 
interests of the broker. 

The sentiment among brokers in favor of 
organization for the purpose of resisting 
attack upon their interests by local agents, 
shows every evidence of rapid develop- 
ment. The result is perfectly logical and 
inevitable in the face of the evident deter- 
mination on the part of many local agents 
to eliminate the broker as a factor in the 
business. The opinion of this magazine is 
that the agency forces cannot hope to suc- 
ceed in this attempt. They can, with per- 
fect justice and propriety, insist upon an 
equality of opportunity with the broker in 
their relations tothe company. They can 
consistently demand protection against 
the cut-rate broker, and in doing so are 
working in harmony with the best inter- 
ests of the companies ; but, as we said last 
month, ‘‘the payment of brokerages to 
those who control risks wherever they are 
located has in the past been recognized as 
a perfectly legitimate proceeding, and 
upon ethical as well as upon economic 
grounds it is perfectly justifiable.”’ 


¥ 


Since the last issue of this magazine the 
House Committee on Ways and Means has 
reported favoring reduc- 
tions in the war taxes 
amounting to about forty 
million dollars. This includes the repeal 


Reduction in 
Revenue Taxes. 
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of all taxes upon insurance companies. 
These results, as far as insurance com- 
panies are concerned, were obtained by 
the activity and co-operation of the inter- 
ests immediately concerned. The life in- 
surance companies have for some time been 
working upon the matter, but it was not 
until receritly that the fire insurance com- 
panies took an active hand in the cam- 
paign. As soon as it became apparent, 
however, that there was an opportunity 
for securing a favorable consideration of 
repeal, the National Board immediately 
took the matter up, and among other 
things, invited the co-operation of the 
National Association of Local Fire Insur- 
ance Agents. 

It is expected that the recommendations 
of the Ways and Means Committee will be 
adopted by the House without modification, 
but it is thought that sonie difficulty may 
be encountered in the Senate. At this 
point the National Board expects to secure 
the co-operation of agents in bringing the 
proper pressure to bear upon members of 
the Senate. President Markham, of the 
National Association, together with the 
chairman of the Executive Committee, 
Mr. Whitney, and the chairman of the 
Committee om Legislation, Mr. Cohen, 
have taken an active interest in the matter, 
and will call upon the State associations 
to use their influence in securing an adop- 


tion of the recommendations of the Ways 
and Means Committee, sc far as fire insur- 
ance interests are concerned. 

The opportunity for co-operation be- 
tween the companies and agents at this 
point is an excellent one. The political 
influence of the National and State associa- 
tions is such as to give great weight to any 
action they may take towards influencing 
Congress. The opportunity should not be 
neglected, for other interests, not as favor- 
ably treated as those of insurance in the 
repeals recommended, are clamoring for 
relief and bringing all kinds of pressure to 
bear upon those who will finally pass upon 
the measure. Perhaps the only way in 
which Congress can be made to feel that 
the demand of the insurance companies for 
relief is an imperative one will be through 
the pressure brought to bear by agency 
organizations in different parts of the 
country. 

The interest of the agent is perhaps not 
as close as that of the company, yet, as a 
partner in the business, he is as much in- 
terested in securing this repeal as he is in 
defeating adverse legislation, the cost of 
which is eventually borne by the policy- 
holder. In working for repeal, the agent 
is not only doing so as a representative of 
the companies but on behalf of the policy- 
holder also with whom he comes in close. 
contact. 
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LETTERS TO THE EDITOR. 


THE EXPENSE MARGIN IN LIFE _ 
PREMIUMS. 


Boston, Nov. 8, Ig00. 

The margins or loadings upon life in- 
surance premiums are for the purpose of 
providing for expenses, and, perhaps, 
though in slight degree ever needed for 
that purpose, to restore deficiencies caused 
by errors in judgment upon the part of the 
company managers. The principal func- 
tion of a loading is, however, to provide 
for expense. Taking the rates of the 
Massachusetts companies, the loadings 
upon ordinary life premiums are found to 
be as follows: 


Gross Net Load- 
Premiums Premiums ing 


$23.30 $16.97 $ 6.33 

32.60 23.68 8.92 

49.20 35.78 13.42 

79.10 57-50 21.54 

Why should a policy-holder entering the 
company at age 60 be asked or compelled 
to contribute $21.54 per year for the ex- 
pense of caring for $1,000 of insurance, 
while the member who enters at the age 
of 40 is called upon for but $8.92, and the 
member entering at 30 for only $6.33? If it 
costs but $6.33 per year to care for $1,000 
- of insurance issued on a life aged 30, what 
makes it cost $21.54 if issued upon a life 


aged 60? The extra cost is certainly not 
in the cost of taking care of and investing 
the reserves. That extra cost is a mere 
bagatelle. In what else does the actual 
necessary cost differ ? 

A life policy based on actuaries table of 
mortality is an endowment at age Ioo. 
Suppose members entering at the above 
ages live and continue payment of pre- 
miums till the age of 100 is reached : 
Entrant at 30 contributes toward expense, $463.1c 

" 40 - me ce 535-20 


50 ” - By 670.00 
60 was ” = 858.00 


There seems to be no justice here. 

Of course I dm no actuary. Actuarial 
mysteries are far too occult for me, but 
how such seemingly injustice in the matter 
of expense loadings is fairness and equity 
and right in the practice of mutual life 
insurance, I am too ignorant to under- 
stand. Nor doI see how it costs more to 
take care of $1,000 in insurance issued at 
one age than at another and younger age. 
Why should not the loading be so many 
dollars for each $1,000 of insurance plus, if 
you please, a loading of say 2 per cent. of 
the net for investment charges? Where 
would be the injustice in this? Please ex- 
plain and enlighten. 
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